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Summary 

In the FY2016 debate on the level of defense spending, Congress is considering how to stay 
within the spending limits, or caps, set by the Budget Control Act (BCA). Under the BCA, all 
defense spending for the defense base budget — excluding amounts designated for “Overseas 
Contingency Operations” (OCO) or emergencies — is subject to annual BCA caps. 

For funds to be counted as OCO funding that is essentially exempt from BCA caps, Congress 
must first designate funds in law on an account-by-account basis, and the President must 
subsequently do the same. The OCO designation therefore requires a consensus between the 
legislative and executive branches on the designation and is independent of any particular criteria 
about the types of expenses that would be covered. 

The President, some Members of Congress, and military leaders have voiced concerns that the 
FY2016-FY2021 BCA defense spending caps — set at $2 billion above FY2015 spending caps in 
FY2016 and increasing by $11 billion annually after that — are insufficient to meet defense needs. 
Others have suggested that Department of Defense (DOD) planning has largely accommodated 
BCA caps. The President’s budget request plan exceeds BCA caps by $1 82 billion, or 5%, for 
FY2016-FY2021 rather than the trillion dollars in savings originally needed. BCA caps are slated 
to rise from $523 billion in FY2016 to $590 billion in FY2021, setting defense spending at a real 
freeze (i.e., the same level adjusted for inflation) in later years. 

The President’s national defense request of $561 billion for the base budget, including $534 
billion for the DOD, exceeds the FY2016 BCA cap by $38 billion. To meet the cap, Congress 
would need to cut DOD’s base budget request for defense spending by 6.8% in FY2016. 

The FY2016 annual budget resolution (S.Con.Res. 1 1), the National Defense Authorization Act 
(NDAA) as passed by the House (H.R. 1735) and by the Senate, and the appropriations bills 
funding DOD (H.R. 2685 as reported by the House and H.R. 2029 as passed by the House) all 
propose to transfer about $38.5 billion from the defense base budget to OCO-designated funding. 
If the President also designates these as OCO, they would not breach BCA caps and would not 
require offsets as in previous BCA amendments. If signed by the President, these bills would 
increase defense spending but stay within BCA caps. This would bring OCO-designated spending 
to $89 billion, 75% above the request at a time U.S. troops deployed to Iraq and Afghanistan are 
projected to fall from 15,700 in FY2015 to below 10,000 in FY2016 and to 1,000 in FY2017. 

In response to congressional action, the Administration has threatened a veto, characterizing the 
transfer as “budget gimmickry,” and calling instead for raising BCA caps for both defense and 
non-defense spending, with alternate savings from raising revenues and reducing mandatory 
spending. DOD officials have also opposed the transfer, arguing that it would complicate defense 
budgeting by setting up a one-year spike in funding that might not necessarily be sustained. 

If the President does not designate the transfers as OCO, they would revert to base-budget status, 
BCA caps would be breached, and OMB would implement a sequester to ensure that BCA 
spending limits are met. This would entail largely across-the-board cuts in total defense resources. 
Some policymakers have called for increasing BCA caps, as was done by the Ryan-Murray 
compromise in the Bipartisan Budget Act of 2013 (P.L. 113-67). If no agreement is reached, a 
continuing resolution (CR) and government shutdown could be possible. 
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Designating War Funding to Meet Spending Caps 

In the current debate on the level of FY2016 defense spending, Congress is considering how to 
stay within the spending limits, or caps, set by the Budget Control Act (BCA) as amended (P.L. 
112-75, P.L. 112-240, P.L. 113-67). Under the BCA, all defense spending for the defense base 
budget — excluding amounts designated for “Overseas Contingency Operations” (OCO) or 
emergencies — is subject to annual BCA caps for FY2012-FY2021. If enacted appropriations 
exceed these limits, the President is required to levy a sequester or across-the-board spending 
reductions to achieve the savings and meet the limits. If appropriations meet the caps, a sequester 
is not necessary; for this reason, some refer to BCA caps as “sequester” caps. 

For funds to be considered OCO funding and essentially exempt from BCA caps, Congress must 
first designate funds on an account-by-account basis in an appropriations bill and the President 
must subsequently do the same, typically in a letter to Congress after enactment. 1 The OCO 
designation therefore requires a consensus between the legislative and executive branches on the 
status of the funds. Although the Office of Management and Budget (OMB) and the Department 
of Defense (DOD) have issued selection criteria and budget guidance about the types of expenses 
that would be considered appropriate war expenses, the dual designation of funds as OCO by 
Congress and the President determines whether such funds are exempt from budget caps, not the 
nature of the expenses (see below). 

The President, some Members of Congress, and military leaders have voiced concerns that the 
FY2016 BCA defense spending caps — set at $2 billion above FY2015 spending caps in FY2016 
and increasing by about $11 billion annually through FY2021 — are insufficient to meet defense 
needs. Others argue that complying with current BCA caps is achievable by relying on a variety 
of savings. 2 

As of the FY2016 budget, defense spending plans have largely adjusted to the amended BCA 
limits for FY2012-FY2021 — meeting over three-quarters of the reductions originally required. 
With 4 of the 10 years of the BCA decade completed, defense spending in the current plan now 
needs to achieve an additional 5%, or $182 billion, in savings for the FY2016-FY2021 period 
compared to the projected 16%, or $1.0 trillion, gap at the time the BCA was enacted (Table l ). 3 



Congressional Action 

The President’s FY2016 national defense request of $561 billion for the base budget exceeds the 
BCA cap by $38 billion, providing defense with a 6.8% annual increase. The FY2016 request of 



1 Since 2001, DOD war funds have been designated as either “emergency” or “Overseas Contingency Operations.” 
Budgetary law provides that BCA caps are to be raised to accommodate funding designated as either for emergencies 
or for overseas contingency operations, effectively exempting that funding from caps; see language in Box B in CRS 
Report RL33 110, The Cost of Iraq, Afghanistan, and Other Global War on Terror Operations Since 9/11, by Amy 
Belasco. 

2 See “Different Types of Savings” in CRS Report R44039, Defense Spending and the Budget Control Act Limits, by 
Amy Belasco. 

3 Ibid, p. 7. All references to BCA caps refer to current limits set in P.L. 1 13-67, the Bipartisan Budget Act by the 
Ryan-Murray compromise. 



Congressional Research Service 



1 



War Funding and the Budget Control Act: In Brief 



$534 billion for DOD (which constitutes 95% of national defense) is also higher than its cap of 
$499 billion by about $36 billion, and the same percentage. To meet the BCA cap, Congress 
would need to cut the base budget defense request by 6.8% in FY2016. If BCA caps are retained, 
defense spending would essentially be frozen at the FY2013 level (without inflation adjustments) 
for the four years from FY2013 through FY2016, and frozen in real terms (with inflation 
adjustments) for the next five years from FY2017-FY2021 (Table 1). 



Table I.FY20I6 President’s Budget (PB) Plan and BCA Caps for National Defense 

In billions of dollars of Budget Authority and % 




Sources: OMB, “Policy Budget Authority and Outlays by Function, Category, and Program” Table in FY20I3- 
FY20I6 Analytical Perspectives volumes of the budget, OMB, Table 10.1 in FY20/6 Historical Tables for GDP price 
index; https://www.whitehouse.gov/omb/budget/Historicals. See Department of Defense, Table 2-1 in FY20I6 
National Defense Budget Estimates for adjustments to exclude war spending; Department of Defense, Office of the 
Under Secretary of Defense (Comptroller), National Defense Budget Estimates for FY 2016, March 20 1 5; 
http://comptroller.defense.gov/Portals/45/Documents/defbudget/fy20 1 6/FY 1 6_Green_Book.pdf. 

Notes: CRS calculations on OMB and DOD documents. Reflects budget authority. CRS used the chained GDP 
price index to convert nominal dollars into FY20I6 dollars. BCA caps refers to spending limits in the Bipartisan 
Budget Act (P.L. I 1 3-67), which amended the American Taxpayer Relief Act (P.L. I 1 2-240), which amended the 
original Budget Control Act of 201 I (P.L. I 12-75). 

As part of this year’s debate about defense spending, the FY2016 annual budget resolution 
(S.Con.Res. 11) and the National Defense Authorization Act as passed by the House and Senate 
propose to transfer and designate funds totaling $38 billion from the defense base budget 
spending to Title IX where OCO funding is specified. 4 Similarly, the FY2016 House-passed 
Defense Appropriations bill (H.R. 2685, H.Rept. 114-139), passed on June 11, 2015, and the 



4 See Title XV in the NDAA and Title IX in the Defense Appropriations bills, which list the changes as “transfers.” 
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Senate-reported bill (S. 1558, S.Rept. 1 14-63) both move $37.5 billion from the base request to 
OCO-designated accounts in Title IX. Since funds designated as OCO do not count against BCA 
caps, some refer to this transfer as a “budget gimmick” that would allow base budget spending to 
be increased but still stay within the caps. Others counter that the funds transferred were in 
categories where there were also OCO-designated funds. 

In Statements of Administration Policy on both H.R. 2685 and S. 1558, OMB Director Shaun 
Donovan states the President’s senior advisors would recommend a veto of these bills because of 
the OCO redesignation as well as for other reasons, as well as recommending a veto of “any other 
legislation that implements the current Republican budget framework, which blocks the 
investments needed for our economy to compete in the future.” 

This raised the possibility that all appropriations bills could face a veto prospect. The Senate was 
unable to bring up its DOD appropriations bill earlier in July, and discussion is ongoing about the 
need for a budget deal that would raise BCA caps with offsetting reductions elsewhere. If a deal is 
not reached, the prospect arises of a continuing resolution and possible government shutdown in 
October when the fiscal year begins. 



Administration Position 

In letters to Congress, OMB Director Shaun Donovan has signaled that the President is likely to 
veto the NDAA or the DOD appropriations bills if these provisions are included in the conference 
version. 5 The President believes that both defense and non-defense caps should be raised, and 
objects to the transfer, which he characterizes as a “budget gimmick,” which would raise defense 
spending but not non-defense spending above the BCA caps. 6 



Potential Implications 

If the President does not designate the transferred funds as OCO, those funds would count as part 
of the base budget, which would breach BCA spending levels and trigger a sequester. A defense 
sequester would entail largely across-the-board cuts to total defense resources, which include 
base budget, OCO-designated funds, and unobligated balances from previous years, and typically 
exclude military personnel accounts. 7 Cuts could be about 6%, depending on the total amount of 
defense resources available. s 



5 OMB, Director Shaun Donovan, Letter to Chair, House Appropriations Committee, Hal Rogers, “Subcommittee on 
Defense Markup of FY2016 Defense Appropriations bill,” June 1, 2015; OMB, Statement of Administration Policy,” 
S. 1376 - National Defense Authorization Act for FY 2016, June 2, 2015; https://www.whitehouse.gov/sites/default/ 
files/omb/legislative/sap/1 14/saps 1376s_20150602.pdf; OMB, Statement of Administration Policy, "H.R. 1735 - 
National Defense Authorization Act for FY 2016;” “https://www.whitehouse.gov/sites/default/files/omb/legislative/ 
sap/1 14/saphrl 735r_20 1 505 12.pdf. 

6 OMB, Statement of Administration Policy, “S. 1376 - National Defense Authorization Act for FY 2016, June 2, 

20 1 5 ;” https://www.whitehouse.gOv/sites/default/files/omb/legislative/sap/l 14/saps 1 376s_20 1 50602.pdf; OMB, 
Statement of Administration Policy, "H.R. 1735 - National Defense Authorization Act for FY 2016;” 
“https://www.whitehouse.gOv/sites/default/files/omb/legislative/sap/l 14/saphrl 735r_20 1505 12.pdfOMB, Director 
Shaun Donovan, Letter to Chair, House Appropriations Committee, Hal Rogers, “Subcommittee on Defense Markup of 
FY2016 Defense Appropriations bill,” June 1, 2015 

7 The President excluded military personnel accounts in the FY2013 sequester; OMB, “Letter to President of the 
Senate, Biden exempting military personnel from sequestration, “July 31, 2012; http://www.whitehouse.gov/sites/ 
(continued...) 
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